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Economic Accountability in the Context of 
Local Governance in the Philippines:
A Structural Equation Modelling Approach
Hernan Banjo G Roxas, Val Lindsay, 
Nicholas Ashill and Antong Victorio
This study posits that by virtue of the enabling role of local governments, the economic 
development of their locality must be at the core of their public accountability, which is 
referred to here as “economic accountability”. Grounded on this idea of accountability, 
along with enabling theory and institutional theory, the study presents empirical evidence 
supportive of the argument that the enabling role of local governments, as manifested in a 
capacity to establish or adhere to formal institutional arrangements, has a direct impact on 
the entrepreneurial strategic posture and performance of local small and medium enterprises 
(SMEs) which are key players in local economic development.The results of the structural 
equation modelling support the view that institutional arrangements as manifestations 
of the enabling role of city governments are positively associated with an entrepreneurial 
strategic posture of local firms, which consequently improves the firms’ overall economic 
performance. Therefore, SME development in particular, and local economic development in 
general, should be part of the economic accountability of local governments in the Philippine 









and	 local	economic	development	prohibits	 the	process	of	making	 local	
governments	directly	accountable	for	 local	economic	development.	This	















outcomes	or	 impacts	 implies	 that	performance	evaluation	 is	crucial	 in	
attributing	which	roles	and	responsibilities	local	governments	must	be	held	
accountable	for.	Local	governments	can	only	be	held	publicly	accountable	
for	actions	 (as	policies,	programmes	and	projects)	 for	which	 there	 is	
empirical	evidence	that	such	actions	have	produced	appropriate,	desirable	
or	undesirable	outcomes	(Cameron	2004;	Eckardt	2008;	Kluvers	2003).	
The	use	of	citizen	 feedback	such	as	 report	cards	 from	surveys	 is	a	
popular	 form	of	evaluating	 local	government	performance,	as	well	as	
improving	 transparency	and	public	accountability	 (Thampi	&	Sekhar	
2006).	 In	the	Philippines,	 for	 instance,	 the	biennial	survey	as	part	of	 the	
Philippine	Cities	Competitiveness	Ranking	Project	(PCCRP)	(Magdaluyo,	
et	al	2001)	provides	a	scorecard	on	the	business	climate	of	Philippine	cities,	











on	 the	economic	accountability	of	 local	governments	by	 identifying	a	
set	of	 formal	 institutional	arrangements	established	or	adhered	 to	by	
two	 city	governments	 in	 their	 respective	 cities	 and	measuring	how	
these	arrangements	 relate	 to	 the	entrepreneurial	 strategic	posture	and	
performance	of	 local	SMEs.	The	focus	 is	on	SMEs	being	the	key	players	
in	 local	economic	development	 in	many	developing	countries	 like	 the	
Philippines	(APEC	2003;	OECD	2003,	2005).	Through	a	survey,	the	study	
asks	SMEs	 to	evaluate	 the	arrangements,	 thereby	generating	a	 “citizen	
report	 card”.	 SMEs	were	also	asked	 to	evaluate	 their	 entrepreneurial	
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that	 local	governments	have,	and	should	be	concerned	with,	economic	
accountability.	 The	 rationale	 is	 that	 the	quality	 of	 the	 institutional	
arrangements	they	put	in	place	or	adhere	to	has	a	significant	impact	on	the	
entrepreneurial	activities	of	 local	 firms	within	their	 jurisdictions,	which	
ultimately	shapes	the	trajectory	of	local	economic	development.	
Enabling Role of Local Governments in Local Economic Development
In	 a	decentralised	 system	of	governance	as	 in	 the	Philippines,	 local	
governments	exercise	substantial	 fiscal	and	political	autonomy,	as	well	
as	various	roles	and	functions	designed	to	 increase	accountability	and	
responsiveness	of	government	services	 to	 local	preferences	 (Brillantes	
2004;	Eckardt	2008).	Local	governments	are	expected	to	assume	a	leading	













Local	governments	 can	perform	 their	 enabling	 role	by	exercising	
market-enabling	authority,	which	 is	 subsumed	under	Smith’s	 (2000)	
concepts	of	community	planning	and	community	leadership.	The	exercise	
































Critical	 to	 the	 success	 of	 SMEs	 is	 their	 capacity	 to	 exercise	 an	
entrepreneurial	strategic	posture	 (involving	the	 top	management’s	risk	
taking	behaviour	with	regard	to	investment	decisions	and	strategic	actions	





Strategic	posture	 implies	 that	 a	 firm	 can	be	 categorised	 along	a	










on	future	wants	and	needs	 in	 the	marketplace,	 thereby	creating	a	 first-
mover	advantage	vis-à-vis	competitors	(Lumpkin	&	Dess	1996).	Risk-taking	





Public	accountability	 is	an	 important	element	of	good	governance.	 It	
involves	being	answerable	 for	decisions	or	action,	often	 to	prevent	 the	
misuse	of	power	and	other	forms	of	 inappropriate	behaviour	(Cameron	




































The Research Model and Hypotheses
The	public	accountability	model	provides	the	theoretical	base	of	this	study,	
with	the	triangular	relationships	between	a	local	government	in	general,	
the	more	specific	 service	provider(s),	and	 the	citizens	constituting	 the	
accountability	relationships	(Paul	1992;	World	Bank	2003).	With	regard	
to	 service	delivery,	 the	model	distinguishes	between	 the	 “long	 route	












The	 study	 builds	 on	North ’s	 (1990)	 institutional	 theory	 in	 the	




responsibilities	and	privileges	of	 its	 local	populace	 (including	business	














H1	–	The	 rule	of	 law	 is	positively	associated	with	entrepreneurial	
strategic	posture.









H5	 –	 Government	 assistance	 is	 positively	 associated	with	 an	
entrepreneurial	strategic	posture.
Strategies	 are	 the	mechanisms	 by	which	 firms	manage	 their	
relationships	with	the	external	environment	and	serve	as	the	basic	driving	
force	 in	 their	value-creating	processes	 in	all	 functional	areas	of	 their	
businesses	(Swamidaas	&	Newell	1987).	This	creation	of	value	is	manifested	












































Indicators	 to	measure	 the	 significance	of	 institutional	 arrangements	








is	consistent	with	 the	concept	of	 “perceived	and	enacted	environment”, 
which	suggests	 that	 it	 is	 the	 firm	owners’/managers’	perception	of	 the	
institutional	environment	that	matters	in	organisational	strategic	processes	
(Bourgeois	1980;	Oswald,	Mossholder	&	Harris	1997;	Weick	1988).	This	
method	of	evaluating	 institutional	arrangements	 is	very	similar	 to	 the	
typical	citizen	report	card	used	in	other	studies	(	eg,	Magdaluyo,	et	al	2001).	
Entrepreneurial	 strategic	posture	 comprises	nine	 items	 adopted	












were	multiplied	by	 the	perceived	performance	scores	 to	generate	 the	
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AVE = average variance extracted based on standardised solution
α = Cronbach alpha
Table 2
Goodness-of-Fit Measures
Constructs χ2 NFI CFI RMSEA
Formal	Institutions	-	Model A 10,350.49,	350	df,	p	=	.00 .68 .69 .18
Formal	Institutions	-	Model B 8,574.95,	299	df,	p	=	.00	 .92 .91 .06
Informal	Institutions 427.85,	356	df,	p	=	.01 .92 .98 .02
Strategic	Posture 612.93,	27	df,	p	=	.00 .93 .93 .14
Organisational	Performance 4.37,	2	df,	p	=	.11 .99 .99 .03
Model A - retained all factors and items 
Model B - retained all factors/items but combined all items for rule of law and protection of property rights and      
dropped two items under protection of property rights
NFI - Bentler-Bonnett’s  Normed Fit Index 
CFI - Comparative Fit Index
RMSEA - Root Mean-Square Error of Approximation  
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Convergent	validity	 is	 indicated	by	 the	 fact	 that	 the	 items	 loaded	
significantly	(ie,	t	>	1.96)	on	their	corresponding	construct	with	the	lowest	




























above	 the	maximum	threshold	of	5.00	 (Byrne	2006)	 indicative	of	non-
Table 3
Means, Standard Deviations and Correlations
Variables Mean SD RL GP RQ GA SP OP
Rule of Law (RL) 4.62 1.30 .89
Government Policies (GP) 4.30 1.77 .88* .92
Regulatory Quality (RQ) 4.30 1.53 .87* .80* .90
Government Assistance (GA) 2.28 .88 .25* .24* .21* .77
Entrepreneurial Strategic Posture (SP) 3.62 1.38 .86* .81* .79* .35* .87
Organisational Performance (OP) 14.88 3.75 .47* .45* .42* .13* .49** .78
*significant at the .01 level (2-tailed)
**significant at the .05 level (2-tailed)
square root of average variance extracted (ave) values in diagonal and bold figures 
 







The	 results	 show	 that	all	of	 the	variables	have	variances	 that	are	
statistically	different	from	zero,	which	indicate	that	each	variable	is	highly	
distinguishable	 (ie,	distinctive)	 from	one	another	 (Bentler	1995).	All	of	
the	institutional	arrangements	explain	65	percent	of	the	variations	in	the	
firms’	entrepreneurial	strategic	posture,	while	the	latter	explains	29	percent	











The r2	values	 (being	 the	derivatives	of	 the	Pearson	r),	 suggest	 that	











associated	with	 local	 firms’	 entrepreneurial	 strategic	posture.	Results	

















is	 a	 valid	 evaluation	mechanism	with	 respect	 to	 the	 performance	
of	 the	 enabling	 role	of	 local	governments.	The	performance	of	 local	
governments	 in	 terms	of	 the	arrangements	 is	 evidence	of	 the	 crucial	
role	 local	governments	play	 in	 local	economic	development.	To	pursue	
local	economic	development	 through	 the	development	of	SMEs,	 local	






conscious	of	 their	enabling	authority	 in	 local	economic	development,	
knowing	that	their	enabling	role	will	have	a	substantial	and	measurable	




or	 scorecards	 that	measure	 the	actions	of	 local	governments,	 as	well	
as	 the	outcomes	and	 impacts	of	 those	actions.	Only	 then	can	economic	
accountability	become	truly	meaningful,	constructive	and	useful.
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